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KEY ECONOMIC INDICATORS 


All Values in Billion U.S. $ Conversion Rate 
Unless Otherwise Indicated 1.00 = F 4.60 
A B C D* E** 
1972 1973 Cumulat. % Rate of 


1974 Change Growth=%Z 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 218. : : +18.4 1/ 
GNP at Constant (1970) Prices 195. : i +4.5 1/ 
Per Capita GNP, Current Prices ($1,000) 4. ¥ F 417.5 i/ 
Plant & Equip. Investment,Current Prices 34. ° Lif +13.7 1/ 
Indices: 

Indust. Prod. at Year End (1970=100) (5/74) 117 +5.4 
Avg. Labor Productivity (Prev. Yr.=100) 105. 3 -0 2 -- 

Avg. Industrial Wage (Prev.Yr.=100) (4/74) 132: ; 5 3f 417.5 
Labor Force (Millions), Yearly Averages eas = : -- 
Reg'd. Job Seekers at Year End (000s)(5/74) 376 sf +12.3 


MONEY AND PRICES 

Money & Near Money Supply at Year End(1/74) 107. : . +15.9 
Call Money Rate at Year End (6/73) Vis ‘ -- 
Indices: 

Retail Prices at Year End (1970=100) (5/74) 115; i ; +12.2 
Wholesale Prices at Year End(1962=100) (4/74) 148. = k +24.2 


BALANCE OF PAYMENTS 
Gold and Exchange Reserves at Year End(5/74) 
Balance of Payments: Current & Long-Term 
Capital Accounts -0. 
Balance of Trade, FOB-CIF (5/74) -0. 
Exports, FOB (5/74) 25 
Exports to U.S., FOB (5/74) 1 
Imports, CIF (5/74) 26 
Imports from U.S., CIF (5/74) 2 
U.S. Share (%) of French Import Mkt. (5/74) 
Book Value of U.S. Direct Investment,Yr.End 3. 


wo 


-26.7 


+33.6 
+24.2 
+52.4 


n.a@o — 


If-rPnNnaLrN OO LS 


MAIN IMPORTS FROM U.S. (1973 -$ Million): Machinery & Mechanical Appliances (802); Elec- 
trical Machinery (271); Chemicals (316); Aircraft (243); Optical,Medical and Precision 
Instruments (169); Soybean Meal, Soybeans (230). 


Footnotes: *D = C over same period of preceding year. 
**E = Avg. growth rate for period indicated, measured on annual basis. 


1/ Embassy estimates for full year; 2/ Latest French Government Estimate for full year; 
3/ As of month indicated. 


In order to assure comparability, franc figures for GNP, Investment and the Money Supply 
for all years have been converted into dollars at the current official parity of 4.60F 
per dollar Figures in the balance of payments section have been converted from francs 
into dollars at the rates prevailing during the periods in question. 
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SUMMARY 


Thus far in 1974, government figures show the French economy has 
been growing at a rate of about five percent. Inflation has continued 
to worsen, however. Wages rose at an annual rate of more than 20 percent 
in the first quarter, and the retail price index is now rising at an 
annual rate of some 17 percent. At the same time, the jump in the 
prices of petroleum and scme other raw materials will cause a trade 
deficit this year of $5 to $6 billion. 


To meet these problems, a new austerity program has been voted. 
Taxes are increased on higher incomes and on corporate profits, the 
depreciation allowance is temporarily reduced, and a special tax on 
“inflationary profits" is under study. The budget will be balanced this 
year and next; credit restrictions will be enforced; and energy-saving 
measures, including restrictions on heating oil consumption, tightened. 


These measures are officially intended to reduce inflation to 
anuual rates of 12 percent in December, 1974 and six percent in June, 
1975. French trade is to be restored to equilibrium by the end of 
1975. These goals seem quite ambitious, given the government's domes- 
tic imperative of maintaining growth, full employment and social peace, 
and the fact that most of France's important traditional customers are 
in the same difficult payments position as France itself. 


Without being too pessimistic, any near-term forecast should assume 
that the government's measures to moderate demand will, in turn, result 
in a slowing of the present high rate of growth of U.S. sales to 
France. It seems likely that demand-restricting measures will fall less 
heavily on energy-producing, energy-conserving and export-oriented 
industries. Some capital goods will therefore face a drop in demand, 
but the massive nuclear power plant program, for example, with its 
excellent opportunities for U.S. sales, should continue as planned. Good 
levels of import demand are also probable for computers, electronic 
components, sophisticated machine tools, telecommunications equipment 
and building materials, such as insulation. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Setting the Stage - 1974 Has Begun As a Boom Year 


Despite fears to the contrary expressed at the onset of the petroleum 
crisis last year, 1974 has thus far been a year of continued growth for 
the French economy. In the first five months of this year, industrial 
production, which had levelled off slightly at the end of last year, 
registered a 5.4 percent gain over the same period in 1973, and the governe 
ment predicts the economy will grow by about 5 percent in 1974.% 


Consumer goods led the boom in the first quarter, as Frenchmen 
turned their purchasing power from automobiles to other goods in a 
pronounced flight from money. In the second quarter, equipment goods 
took over as the driving force in the economy, with orders at a level 
to insure sustained activity for the rest of this year. Intermediate 
goods production likewise continues at a healthy level. Overall demand 
for consumer goods is reported down, with a decline in automobile sales 
balancing off gains elsewhere. 


Under these conditions, unemployment has declined slightly from 
the low levels prevailing earlier this year. In May, the National Insti- 
tute of Statistics (INSEE) reported that 11.5 percent of manufacturers 
surveyed reported they were unable to produce more because of manpower 
shortages. 


The Darker Side - I 
Government Measures Fail to Halt the Acceleration of Inflation 


Continued growth has had an important cost, however. Inflation in 
1974 has reached levels unknown since 1951. The jump in prices of 
petroleum and other raw materials has made an important contribution 
(40 percent, according to the Paris Chamber of Commerce). These increases 
were reflected, most of all, in the industrial wholesale price index 
(mainly semi-finished goods), which rose at an annual rate of 72 percent 
in the first quarter. Retail prices of industrial goods rose at an annual 
rate of 27 percent in the same period. In the first quarter of the 
year, wages rose at an annual rate of over 20 percent. Not surprisingly, 
therefore, the retail price index through May (which registered a rela- 
tively moderate 1.2 percent increase) has risen 7.2 percent thus far in 
1974, giving an annual rate of over 17 percent. 


*Estimation is for Gross Internal Product ("production interieure brute") a 
concept peculiar to the French system of national accounting. The main dif- 
ference from GNP is that the French omit services performed by government 
employees and domestic servants. Inclusion of these would provide a GNP 
growth estimate of about 4.5 percent. 





Until June, government anti-inflationary measures had been relatively 
mild. The official prognostication was that such measures would most 
likely be needed only through the first half of 1974, after which the 
economy might well need additional stimulation. Personal and corporate 
income taxes were to be paid somewhat in advance, and controls on prices 
and (indirectly) wages were tightened. The principal anti-inflationary 
weapon was credit policy. Credit expansion was to be limited through 
the establishment of monthly ceilings, expressed in terms of percentage 
increases over bank loans outstanding at the same time one year before. 


These policies were not applied severely. In 1973, the money 
supply increased by 14.9 percent, instead of the projected 12 percent. 
In 1974, this tendency was reinforced by the political "interregnum" 
following the death of President Pompidou and the bank employees’ strike, 
which impeded an accounting of credit operations. Outstanding credits 
are now estimated at between seven and ten percentage points above the 
allowable ceilings. As France went into its election period, it was 
clear, therefore, that the new government would have to take additonal 
measures. 


The Darker Side - II 
France's Trade Balance Goes Into Heavy Deficit 


The energy crisis is unquestionably the major cause of the second 
of France's major problems ~ a very important trade and current account 
deficit for 1974. France's bill for imported petroleum is expected to 
rise this year by some 30 billion francs (about $6.5 billion*). Together 
with sharp increases in the cost of other primary products, and also 
substantial deficits in France's balance of trade on equipment goods, 
this jump will cause an overall deficit in the French trade balance 
for 1974, variously estimated at from 22 to 30 billion francs ($4.6 billion 
to $6.5 billion). On the basis of the May figures (a record deficit of 
over $600 million), and those for the two preceding months, the trade 
deficit is now running at an annual rate of about 26 billion francs 
($5.65 billion). 


Thus far, the government has been succeeding in holding the volume 
of 1974 petroleum imports to 1973 levels - and a slight decrease is 
predicted for 1975. Petroleum prices, however, have risen to levels 
considerably higher than originally expected, so that overall estimates 
of the fuel import bill have had to rise. Indicators on the remainder 
of French trade are mixed. Recently, the INSEE has reported that export 
orders for French-made consumer goods have declined considerably, although 
exports overall are doing well and the import bill for some primary 
products has begun to fall. On a volume basis, according to INSEE, 


*At official exchange rate of Fr. 4.60 = $1.00, used throughout this 
report unless otherwise indicated. 





French exports rose by 11.5 percent in the first quarter, with imports 

up only 7.5 percent. Qn the other hand, customs statistics for the 

same period indicate that the rate of coverage of exports over imports, 
outside the petroleum sector, has declined to 104.5 percent, from 107 per- 
cent a year earlier. 


To meet this rising deficit, France has turned to international 
capital markets. The French government and nationalized enterprises 
have arranged to borrow some $3.5 billion. France's credit rating is 
high, but the gevernment has taken the position that continued large-scale 
external borrowing could eventually compromise France's independence. 


The balance of payments situation therefore provided yet another incentive 
for new measures. 


New Economic Measures to Stem Domestic Demand 


On June 12, President Giscard d'Estaing and Finance Minister Fourcade 
presented their new program to combat these two pressing problems, which 
the French parliament has just adopted. The basic assumption of the 
new plan is a need to reduce domestic consumption and investment and 
thereby afford greater opportunity for French producers, many of whom 
are already operating at capacity, to respond fully to foreign demand. 
Policies affect taxation, the budget, savings and credit, rents and 
prices and energy. 


Tax measures are the most innovative part of the program. They 
include: surtaxes on incomes in the higher brackets, reimbursable in 
full or in part by September 1, 1975; a 9 percent non-reimbursable sur- 
tax on 1973 corporate profits, raising the effective rate for that year 
to 59 percent (payable by August 31, this surtax alone will provide 
5 billion francs out of 7.7 billion francs in new revenues provided this 
year); a reduction of depreciation allowances on corporate investments 
made between July 1, 1974 and June 30, 1975; a strengthening of the 
criteria used in anti-fraud checks on tax returns; a special tax on 
real-estate profits; and a new "anti-inflationary tax" on that portion 
of value-added by manufacturers which is attributable to inflationary 
price increases or wage settlements, rather than to increased productivity 
or an expansion of the labor force. This last tax, the details of which 
are still in preparation, is expected to be highly progressive. The 
French authorities predict that if measures can be found to make it work 


effectively (and the problems of estimating “inflationary profits" are 


legion), it will break important new ground as a policy tool for securing 
indirect but effective control over prices and wages. 


On the budgetary side, the revised 1974 budget is to be in surplus. 
The budget for 1975 will be balanced, with expenditures to rise only 
15 percent over 1974 level - not even enough to account for cost infla- 
tion at present rates. 





Restrictions on the growth of bank credits will be strictly enforced 
with stiff penalties applied to lending beyond authorized margins, and 
the government has given evidence of the seriousness of its intentions 
in this realm. At the other end, interest rates on savings accounts 
will be raised slightly, in the hope of encouraging savings. 


To help cut petroleum imports, prices on all forms of energy will 
be allowed to rise an average of 5 percent, with gasoline rising to 
about $1.40 per U.S. gallon. Most important, consumption of heating 
fuel will be restricted, so as to cut overall imports without affecting 
industrial production. 


The Government's Goals and Possibilities for Their Realization 


The government expects dramatic results from its new program. On 
the internal side, the target is to reduce the inflation rate to one 
percent per month by the end of this year and to one-half percent by 
mid-1975. Real wages are to rise, on an average, by no more than 
two percent a year, which implies, for an example, average increases in 
money wages of 8 percent a year beginning in mid-1975 - a rate less than 
half of that now prevailing and substantially lower than it has been in 
any recent year except 1969. Meeting these goals will not be easy. 


Until now, the government has found it difficult to establish an 
equilibrium between the need to curtail inflation and what it considers 
as an imperative to maintain full employment and social peace. A five per- 
cent growth rate has been considered necessary to absorb the young people 
entering the labor force, and the government remains reluctant to put 
this in jeopardy. Moreover, President Giscard has expressed the strong 
desire to introduce social welfare measures, which will add some 2.5 bil- 
lion francs to the purchasing power of lower income groups - those with 
the lowest propensity to save. The government may hope that such welfare 
measures, plus proposals being studied to improve working conditions 
and reform industrial structures to give workers a larger say in manage- 
ment decisions, might provide at least a partial substitute for infla- 
tionary wage increases. In any case, the dilemma posed by two potentially 
conflicting economic and social goals remains as before. 


Businessmen and bankers first admitted, at least privately, that 
the government's new measures could have been more severe. Recently, 
Signs of pessimism have become more widespread. A tightening of credit 
restrictions, combined with interest rates currently at the highest 
levels in Europe (the French equivalent of the prime rate has recently 
been raised to about 14.5 percent), have made borrowing extremely 
difficult at a time when increased taxation (corporate surtax, reduced 
depreciation allowance, projected "inflationary profits tax") has 
placed a heavy additional drain on French companies. The financial 
situation of many smaller companies may become very strained. A major 
company, Citroen, facing a sharp drop in sales after years of financial 
problems, will be merged with its competitor, Peugeot. Many businessmen 





have also expressed scepticism about the government's apparent assumption 
that foreign demand can so readily be substituted for domestic consump- 
tion. Although the French stock market is considerably narrower than 

New York, the fall in stock prices in the first week of July is at least 


in part an indication of fear that overly severe measures could cause a 
recession. 


This fear seems exaggerated. The government's hope is that the new 
measures will succeed in bringing inflation under control before their 
potentially depressive effects on the economy could cause real damage. 
The Finance Minister has also noted that "in case of a very definite 
menace to employment", the government would loosen its measures some- 
what. But this, of course, brings one full circle again to the dilemma 
which France has been confronting ever since this round of inflation 
began. 


On the balance of payments side, the government's announced goal 
is a return to equilibrium on the trade account by the end of 1975. One 
way this was to be achieved was in holding down petroleum imports and 
thus far results have been encouraging. On the other side was to be a 
marked increase in French exports. Here, a prognostication is more 
difficult. France can have little hope of expanding its exports to 
other major petroleum importing countries. Rather, the balancing factor 
in French planning is an important expansion in sales to Eastern Europe, 
and, especially to the petroleum producing areas. There have been some 


favorable developments, such as the recent agreement with Iran. Other 
countries, of course, are following the same strategy - and it is diffi- 
cult to see how France can restore its own equilibrium within the near 
term in a world where trading relationships have changed so fundamentally. 


IMPLICATIONS FOR THE UNITED STATES 


Stabilization? Business slowdown? Continued inflation? The questions 
remain to be answered. What is clear is that the government's program 
is designed tc reduce domestic demand, and that, to one degree or another, 
this program could affect French purchasing, including American exports. 
Given the emphasis on moderating business investment, equipment goods 
may be especially affe:ted. 


On the other hand, the American exporter should not overestimate 
the problem or discount the continued importance of the French market. 
What we shall probably be seeing is not a drastic change in the near-term 
demand for imports, but rather a slowing down of the recent high rate 
of growth of French imports from the U.S and elsewhere. It is also 
probable that this reduction of tempo will be selective in a manner 
difficult now to pinpoint. Some capital goods may be especially vulner- 
able. It seems likely, however, that government measures to moderate 
demand and investment will not fall as heavily on energy-producing facili- 
ties, for example, the new nuclear power plant program, or export- 
oriented industries. 





We can also assume that demand will continue at a good if not 
spectacular pace for high technology products such as electronic compo- 
nents; telecommunications equipment; pollution control devices; process 
control instrumentation; building materials, especially insulation of 
all types; computers, particularly small models; sophisticated machine 
tools and industrial chemicals and adhesives. Coal and copper and 
copper alloys also have good prospects In consumer goods, demand has 
been brisk up to now, partly in anticipation of further inflation. 
Depending on how severely government measures will affect the consumer's 
pocketbook, we would expect the revived interest in American products to 
be sustained, notably for women's and children's wear, wall and floor 
coverings and "do-it-yourself" tools and equipment. 


Promotional events with American official participation or crganized 
by the Department of Commerce in Paris during next few months are indica- 
tive of areas where the French market has been receptive in the past 
and should be in the future despite the stabilization measures: Ladies' 
Ready-to-Wear International Trade Fair, October; Man, Air & Water (Pollu- 
tion Control) Show, September; and, at the U.S. Paris Trade Center: 
Industrial & Commercial Security Equipment in September; Bio-Medical 
Equipment, October; Building Materials and Minicomputers and Peripherals 
in November, 1974. 


Finally, the American exporter can take comfort in the knowledge that, 
when announcing its new policies, the French government explicitly confirmed 


its intention to eschew all protectionist measures in its efforts to restore 
equilibrium in its trade account. France remains committed to further efforts 
at liberalization in the multinational trade negotiations which should begin 
later this year. If the French market may be a tougher one to compete in, 
competition, nonetheless, remains the key word. 





 inajor force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 


Franchising in the Economy, 1972-74 Franchise Opportunities Handbook 
(1974-542-653/126) at $1.25 each (September 1973) at $2.20 each 
Number of establishments [-] Data on 521 franchise operations 
Volume of sales Description of operations 
Employment in franchising Equity capital needed 
International operations Training provided 

Changes in ownership [-] Sources of franchising information 
Data by key business sectors [] Checklist for evaluating a franchise 
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(Catalog No. C57.502:F84/972-74), at $1.25 each. | '#! Amount § 
[_] Franchise Opportunities Handbook 
(Catalog No. C57.16:973). Sept. 1973, at $2.20 each. WITH PAYMENT TO FOR USE OF SUPT. DOCS. 
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MANUFACTURERS... 


MARKET SHARE REPORTS 


ORDER YOUR FREE MARKET SHARE REPORTS 
CATALOG ... TODAY! 
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